Aussat was established in November 
1981 as a public enterprise to build, 
own and operate the Australian domes- 
tic communications satellite system. 
The first generation of satellites has 
been a considerable technical success, 
but Aussat has failed to achieve the 
financial objectives which it set itself 
and has accumulated large losses. The 
second generation of satellites is plan- 
ned to replace the first generation in the 
early 1990s. The Australian government 
had the opportunity with the second 
generation to scale down its commit- 
ment to satellite communications. In- 
stead, it has decided to privatize Aussat 
on terms and conditions which may 
well prolong and exacerbate its prob- 
lems with the satellite system. 
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Australia’s Aussat satellite system 


Allan Brown 


Public enterprises have come under increasing criticism and scrutiny in 
recent times. They are often said to be less efficient than similar 
enterprises owned and operated by private interests. The consequent 
policy implication of this contention is that a range of public enterprises 
should be ‘privatized’ by selling them off to private shareholders. 
Indeed, in recent years there has been a substantial privatization of 
traditionally public enterprises in a number of Western countries, 
particularly the UK and New Zealand. 

A second line of criticism has been that public enterprises, or 
‘government business enterprises’ (GBEs), are protected by govern- 
ments granting them legislative monopolies over their operations, and 
that the lack of competition has caused them to be economically 
inefficient — in both production and distribution. The proposed solution 
here has been to open up the GBEs to competition; that is, to 
‘liberalize’ the markets in which they operate. 

This proposition mects the response, by those who defend public 
enterprises and their monopoly positions, that the economic efficiency 
of public enterprises is not directly comparable to that of private 
enterprises. Public enterprises are not profit maximizers, and they have 
a number of community service obligations which, by definition, are 
unprofitable. To be able to carry out these community service obliga- 
tions public enterprises need to finance them by ‘cross-subsidization’ 
from their profitable operations. The danger of throwing open markets 
to competition is that private operators, without the same social 
obligations, would service only the profitable segments of the markets 
(‘cream-skimming’), leaving the loss-making segments to be serviced by 
the public enterprises. | 

Although those in favour of market liberalization and privatization 
have gained the high ground in Australia, and have had a significant 
effect on the public debate, the federal government has until recently 
largely resisted privatization of its public enterprises. There are influen- 
tial elements within the Labor government, and the Australian Labor 
Party itself, strongly opposed to privatization. A number of senior 
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ministers, however, have kept privatization on the government's politic- 
al agenda, especially of those public enterprises that do not have public 
utility monopoly status, such as Qantas, Australian Airlines and the 
Commonwealth Bank. 

The response at the federal level has so far been largely limited to the 
attempted reform of public enterprises. GBE reform, or ‘corporatism’ 
as it is also termed, is an important part of the federal government’s 
microeconomic strategy. The intention of GBE reform is to make public 
enterprises more closely resemble private sector firms, and to encourage 
them to operate more commercially and more efficiently. This involves 
requiring GBEs to: achieve a rate of return on assets comparable to 
private sector companies; to be liable for all taxes and government 
charges; determine their prices, wages and conditions on the same 
principles as private firms; and be broadly subject to the same market 
conditions, including the capital market, as their private-sector 
counterparts.” It is within this context of increased academic and 
government interest in the activities of public enterprises that the 
operations and performance of Aussat are examined in this article. 

Aussat Pty Ltd was established by the Fraser (conservative) govern- 
ment in November 1981 as a public enterprise to build, own and operate 
the Australian communications satellite system. This in itself is signifi- 
cant as the early 1980s marked the beginning of public expenditure 
restraint in Australia, and the economic philosophy of the government 
generally favoured the private ownership and control of undertakings 
which traditionally would have been operated by public corporations. 
However, Fraser and his Minister for Posts and Telecommunications, 
Tony Staley, both believed there was considerable political kudos in the 
satellite proposal, and were keen for the government to be closely 
identified with the initiative. The government agonized about the 
ownership of Aussat and considered various options involving both 
majority and minority private shareholdings in the company. Neverthe- 
less, it failed to resolve the matter before it lost the March 1983 general 
election. The new Hawke government settled the ownership issue 
within eight months of taking office by deciding that the federal 
government would own 75% of the equity in Aussat, with the remaining 
25% held by Telecom Australia, the public enterprise operator of the 
terrestrial communications network.* 

In opposition Labor did not directly oppose the satellite. When the 
decision to establish the system was announced in parliament by Staley 
in October 1979 the Labor Party limited its response to questioning only 
certain aspects of the proposal, including the maintenance of employ- 
ment opportunities in the telecommunications industry, the possible 
adverse effect of the satellite system on Telecom Australia, and its 
potential to precipitate increased concentration of media ownership.* 

When the Labor Party assumed government in March 1983 tenders 
had been called for the production of three satellites, and Earth stations 
were under construction. Even at this stage the Labor government had 
an opportunity to cancel the satellite project, albeit at some financial 
and, perhaps, political cost. However, in July 1983 it decided to proceed 
with the system. One commentator was later to remark that ‘a more 
thankless case of self-imposed martyrdom is difficult to imagine’ .* 

The first generation of three satellites was launched and put into 
operation between August 1985 and September 1987 and has thus been 
in operation for over five years. The working life of the first generation 


249 


Golden bird or white elephant? 


®This section is an economic interpretation 
of the excellent but mainly technical de- 
scription of the characteristics of satellite 
communications in Doug Fraser, The 
Domestic Communication Satellite, Basic 
Paper No 13, Legislative Research Ser- 
vice, Department of the Parliamentary Lib- 
rary, Canberra, 1983, pp 2-25. 

"Ibid, p 15. 
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of satellites is drawing to a close and planning is proceeding for the 
second generation. The following sections investigate the performance 
of the first generation of Aussat satellites, and consider the implications 
that experience may have for the operation of the next generation. This 
analysis is set within the framework of the economic characteristics of 
satellite communications, which are now examined. 


Economic aspects of satellites® 


A satellite is essentially a combined receiver and transmitter of telecom- 
munications signals. It does not, of itself, make possible any new forms 
of communication; it simply makes easier, and for some purposes more 
economical, certain already existing types of communication. Satellites 
are particularly advantageous for transmissions over large distances. 
The terrestrial method of long-distance telecommunications is typically 
carried out by use of a system of ‘repeater stations’, constructed in a line 
from the original transmitter to eventual receiver(s), which receive, 
amplify and retransmit the signal along the system. Chains of such 
microwave repeaters constitute a significant portion of Telecom Austra- 
lia’s communications network across the Australian continent. 

There are disadvantages associated with terrestrial long-distance 
communications which are obviated by the use of satellites. The first is 
that with a terrestrial system the greater the distance between the 
original transmitter and the eventual receiver the greater the number of 
repeater stations required. Consequently the cost of transmission varies 
in relation to distance. In contrast, the cost of transmission by satellite is 
independent of distance. A second, related feature of terrestrial tele- 
communications is that problems are caused by natural and man-made 
obstacles, such as mountains and buildings, which add to the cost of 
transmission. These problems do not arise with satellites, although 
heavy rain may impair the quality of satellite signals. Thirdly, with 
terrestrial systems transmission can take place only along predeter- 
mined paths established by the positions of the repeaters. A satellite 
situated in the sky, however, can transmit to any point on the ground 
where there is suitable receiving equipment (including mobile receiv- 
ers). The cost of satellite transmission, therefore, is independent of the 
number and position of points of signal reception. 

While satellites have certain technological and economic advantages 
over terrestrial communications, satellite systems will not be superior 
for all purposes. In particular, satellites have the following limitations: 


@ Satellite systems are cost-effective only for long-distance transmis- 
sions. Terrestrial systems are generally more economic for short- 
distance, high-density communications traffic: ‘A satellite link 
between, say, Sydney and Newcastle would cost considerably more 
than any of the existing alternatives and produce little if any gain in 
efficiency.’ 

@ Even over long distances terrestrial systems are more economical 
than satellites for point-to-point transmissions, that is, for transmis- 
sions to a single receiver of the signal. Satellites have an economic 
advantage over terrestrial systems only for the transmission of 
signals to a large number of widely scattered receivers. 

@ Compounding the limitations of the two previous points, satellites 
are generally cost-effective only for ‘broadband’ communications, 
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that is, the transmission of signals, such as television, occupying 
relatively large portions of the radio spectrum. For low-bandwidth 
communications, such as radio, shortwave transmissions are ‘far 
more economical’.® 


The technical characteristics of any given satellite system will have 
fundamental implications for the economics of its operation. Most 
importantly, there is a trade-off between the power of the satellite itself 
and the required power of the satellite system ‘Earth stations’ — the 
generic term applied to all kinds of apparatus used to send signals to, 
and receive signals from, the satellite. Essentially, the more powerful 
the satellite, the less powerful the required Earth station: for the 
‘uplink’, a less powerful Earth station will transmit a weaker signal, 
requiring a more powerful satellite to receive it; conversely, for the 
‘downlink’, a more powerful satellite will transmit a stronger signal, 
requiring a less powerful Earth station to receive it. For both the 
satellite and the Earth station there is a proportional relationship 
between power and physical size, and between physical size and cost. 

This means that a trade-off needs to be made between the power, and 
therefore the cost, of the satellite (to be borne by the satellite 
owner/operator) and the power, and therefore the cost, of the equip- 
ment required on the ground (to be borne mainly by satellite users). To 
the extent that the decisions of potential customers of the satellite will 
be price sensitive in relation to the capital outlay for the required 
equipment, this matter will influence the level of satellite usage. 

Another, related factor concerns the coverage of the satellite. The 
area of the Earth over which the satellite can transmit signals is called its 
‘footprint’. In the same way that a torch with a narrowly focused beam 
can project a stronger light over a smaller area than can a more widely 
focused torch which projects a weaker beam over a greater area, so also 
does the ‘focus’ of the satellite determine the size of its footprint. In 
general terms, satellite footprints vary in size from the largest, with a 
‘global’ beam capable of covering about one-third the Earth’s surface, 
down to the smallest ‘spot’ beam with a footprint of less than 1000 km in 
diameter.” 

Moreover, by carrying ‘transponders’ of varying size, a satellite can 
have more than one footprint. Satellite transponders carry out a similar 
function to that of a terrestrial repeater station. They pick up signals 
transmitted from Earth stations, amplify them and retransmit them back 
to the ground. A more powerful transponder is capable of transmitting a 
signal of a given strength over a wider area than a less powerful 
transponder. However, because a more powerful transponder will be 
physically larger than a less powerful transponder, a given satellite will 
be able to carry a greater number of smaller than larger powered 
transponders. 

A satellite system typically consists of more than one satellite. To 
provide a dependable service, one satellite is usually kept in reserve in 
case of malfunction of the major operating satellite(s). Depending upon 
their uses and the volume of communications traffic carried, satellite 
systems can consist of any number of satellites, from two upwards. 

It can be seen that in the design of any satellite system the owner will 
need to decide the optimal configuration — in terms of the number of 
satellites, and the number and power of transponders on each satellite — 

8 ibid. to suit the anticipated demand for satellite services. As in similar 
°ibid, p 13. decisions of capital investment in most other industries an overestimate 
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‘lbid, p 29. 

Much of the analysis in this section is 
based on Tables 1 and 2, which are in turn 
compiled from data set out in the October 
1988 issue of Communications Update. 
The publication notes (p 6) that ‘this in- 
formation has traditionally been regarded 
by Aussat as confidential’. Its accuracy, 
however, has not been challenged by the 
company. 

‘2The third satellite was launched over 12 
months behind the original schedule due to 
delays resulting from earlier launch failures 
by Ariane, the French corporation res- 
ponsible for the A3 launch. 
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of demand will bring about excess capacity, while an underestimate will 
result in a loss of potential revenue and profit. 

A further noteworthy economic aspect of satellites concerns their 
limited lifespan. The limiting factor arises from the need for each 
satellite to carry a number of small gas-fuelled rockets which are 
required from time to time to correct the satellite's orbital drift. The 
rockets are fired when necessary by a mechanism directed from Earth. 
When the gas is exhausted the satellite will move out of its set orbital 
path, and hence out of effective operation. The weight of the rockets is 
determined by the amount of fuel they can carry, and the weight of the 
satellite adds to its cost of construction and launch. There is therefore a 
limit to the weight of gas fuel any satellite can carry, and therefore to the 
length of its economic life. 

The implication of the limited lifespan for satellites is that, to be 
profitable, revenues must cover the cost of the space segment within the 
limited lifetime of the satellite. The cost of items of capital equipment in 
all other industries, of course, needs to be recovered by revenues within 
their working life if they are to be profitable for the enterprise. Unlike 
most other items of productive capital, however, the serviceable life- 
span of satellites cannot easily be extended by repairs, maintenance or 
reconditioning. 

A satellite is capable of performing most telecommunications tasks. 
Nevertheless, from an economic perspective the more important ques- 
tion is, what tasks can satellites handle more cost-effectively than 
traditional systems? Satellites have the greatest economic advantage 
over terrestrial communications in: (a) point-to-multipoint distribution 
— that is, one transmitter feeding a large number of receivers, for 
example broadcasting; (b) multipoint-to-point information assembly — a 
large number of transmitters feeding into a single receiver, for example 
newsgathering or remote data collection; and (c) multipoint-to- 
multipoint communication — simultaneous exchange of information 
between a number of stations, for example teleconferencing. However, 
the discussion earlier in this section suggests that satellite technology has 
these advantages only over vast distances. For most types of transmis- 
sions over relatively short routes carrying heavy communications traffic 
the terrestrial system is generally more cost-effective.'” 

Finally, in relation to comparisons of the economics of alternative 
communication systems, it should be noted that the above analysis is 
necessarily based on static technological assumptions. The relative 
economic advantages of satellite and terrestrial communications are 
subject to technological developments which may increase the capacity 
or functions of either system, and/or reduce the costs of performing 
existing functions. This point will be taken up later in the article. 


The first generation 


We move now from a general consideration of the economics of satellite 
communications to the specific examination of the operations of Austra- 
lia’s domestic satellite system.'' Aussat’s first-generation system con- 
sists of three satellites — conveniently termed Al, A2 and A3 — which 
were launched in August 1985, November 1985 and September 1987, 
respectively.'* The first satellite came into service in October 1985. 
Table 1 shows that the design life of Al and A2 is around seven and a 
half years, and that for A3 around 10 years, with all first-generation 
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Sources: Communications Update, October 
1988, pp 6-7; Aussat Pty Ltd, Annual Report, 
1988, pp 11-12. 

Note: 

Nat = National 

NE = North Eastern 

SE = South Eastern 

WA = West Australian 

CA = Central Australian 

PNG = Papua New Guinea 

SWP = South West Pacific 


‘SAussat, Annual Report, 1988, p 5. 
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Table 1. Aussat first generation system configuration. 


Launch Retirement Transponders 
Satellite date date Zone 12 W 30 W 
Al Aug 1985 Dec 1992 Nat 8 - 
NE 1 2 
SE 1 2 
CA - - 
WA 1 1 
a 4 
A2 Nov 1985 Jun 1993 Nat 5 = 
Nat/SE 1 - 
Nat/PNG 1 - 
NE 1 = 
SE 1 - 
CA 1 2 
WA 1 2 
11 4 
A3 Sep 1987 1997 Nat 7 2 
NE 1 - 
SE 1 1 
CA - - 
WA 1 - 
SWP. 1 1 
"1 4 
Total 33 12 


satellites expected to be out of commission by 1997. It can also be seen 
from Table 1 that each of the three satellites consists of eleven 12 W 
transponders and four of 30 W. In total, therefore, the first-generation 
system consists of thirty-three 12 W and twelve 30 W transponders. 

Within Australia the Aussat satellites cover, essentially, five separate 
footprints, or zones — national, western, central Australian, north 
eastern and south eastern (see Figure 1). Twenty of the thirty-three 
12 W transponders are dedicated to the national beam, with three 12 W 
transponders covering each of the north-eastern, south-eastern and 
western zones. In addition, there is one 12 W transponder for central 
Australia; one covering the south-west Pacific (New Zealand); and two 
further 12 W transponders having national beams — with one also being 
able to ‘spot’ the south-eastern zone, and the other Papua New Guinea. 

Table 2 provides a list of transponder lessees, at October 1988, and 
the major uses for the satellites. At that time 22.6 of the thirty-three 
12 W transponders were in use, as were ten of the twelve 30 W trans- 
ponders. This accords roughly with Aussat’s announcement in Septem- 
ber 1988 that ‘some seventy per cent’ of available capacity had been 
contracted. '? 

The Australian Broadcasting Corporation (ABC), the publicly 
funded broadcasting network, is Aussat’s largest customer, leasing three 
12 W and four 30 W transponders. The ABC uses the 12 W transpon- 
ders for the interchange of television and radio programmes among its 
network of stations, while the 30 W transponders are used for the 
Corporation’s Homestead and Community Broadcasting Satellite Ser- 
vice (HACBSS, pronounced ‘hack-bus’) which is the first service of its 
type in the world and involves the reception directly from the satellites, 
by small and isolated households and communities with the required 
small dish-shaped receive antennas, of specially selected ABC television 
and radio programmes. 

Each of the three Australian commercial television networks — Seven, 
Nine and Ten — leases one 12 W transponder for the distribution of 
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areas. 


Source: Aussat. programmes to its nationwide affiliated stations; and the Nine Network 


254 


company also leases two 30 W transponders for its Sky Channel (Pay 
TV) service to hotels and licensed clubs across the country. Another 
major use of the satellites is for the Remote Commercial Television 
Service (RCTS). Each of the three RCTS licensees leases a 30) W 
transponder covering the western (Golden West), central (Imparja) and 
north-eastern (QSTV) zones, and provides to remote viewers the 
‘commercial equivalent of HACBSS’, which can be received by the 
same antennas required for HACBSS. In all, nine of both the 12 W and 
30 W transponders (18 of the total of 32.6 transponders in use) are used 
for television and radio distribution and interchange. 

Of the non-broadcasting users of the satellites, the Civil Aviation 
Authority is the most prominent, leasing four 12 W transponders for its 
national ground-to-aircraft communications network. This also is the 
first of its kind in the world, and consists of 202 Earth stations located at 
101 sites providing national coverage for aircraft communication and 
navigation. Other non-broadcast lessees of transponders include the 
Telecom Corporation of New Zealand (one half of a 12 W transponder, 
and one 30 W), Telecom Australia (one 12 W), the Australian Associ- 
ated Press news agency (two 12 W) and Q-Net (one 12 W), all for data, 
voice and video transmission. The proportions of satellite usage be- 
tween the public sector (nine 12 W, four 30 W) and the private sector 
(eight 12 W, six 30 W) are roughly equal. 
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Source: Communications Update, October 1988, 
pp 6-7. 

Notes: 

4 As at October 1988. 

© Remote Commercial Television Service. 


™4Aussat, Annual Report, 1983, p 13. 

‘5 ibid, p 8. 

‘6This accounting practice allows for the 
future tax benefit of losses in the year the 
losses are incurred, and so reduces the 
amount of the loss declared in the com- 
pany’s accounts. The Aussat directors dis- 
continued the use of tax-effective account- 
ing from the 1989/90 financial year. 
‘7Aussat’s 1988 and 1989 financial results 
were affected by the inclusion, as revenue, 
of a management fee — $10 million in 1988 
and $20 million in 1989 — paid to Aussat by 
a consortium of banks financing the 
second generation of satellites. This is 
essentially a form of ‘creative accounting’, 
however, since after the launch the fee is 
to be added to the cost of leasing back the 
satellites from the banks. 

‘8Aussat, Annual Report, 1988, p 14. 

'8 Australian Financial Review, 12 Septem- 
ber 1989, p 4. 
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Transponders 
Customer Major service 12W 30 W 
Private sector 
Network Nine Limited: 
Sky TV TV distribution - 2 
Network 9 TV distribution 1 - 
Network 7 TV distribution 1 - 
Network 10 TV distribution & interchange 2 - 
Q-Net Data, voice & video 1 - 
Golden West RCTS? - 1 
Imparja RCTS - 1 
QSTV RCTS - 1 
AAP Reuters Data 2 - 
Telecom NZ Voice & data 0.5 1 
Australian Radio Network Radio 1 - 
8.5 6 
Public sector 
ABC TV & radio distribution 
& interchange 
(including HACBSS) 3 4 
SBS TV TV distribution 1 - 
Telecom Australia Voice & data 1 - 
Civil Aviation Authority Voice & data 4 - 
Defence Department Data em - 
9.1 4 
Minor and other users 
Aussat (own use) Data, voice & video 3 - 
Itinerant TV distribution & video 2 - 
5 -_ 
Total in use 22.6 10 
Unused capacity 10.4 2 
Total 33 12 


Financial performance 


Aussat was initially funded by A$100 million in equity capital — $75 
million from the federal government and $25 million from Telecom — 
and $368 million in borrowings from syndicates of Australian and 
overseas banks.'* In 1983 the company announced its financial objec- 
tives. They were to ‘recover its costs, repay its loans and generate 
reasonable dividends during the life of the first generation of satellites 
(1985-92)’.'° It is against these objectives that the actual financial 
results of the company can now be measured. 

The financial performance of Aussat Pty Ltd for each of the financial 
years 1981/82 to 1989/90 is set out in Table 3. It shows that Aussat 
incurred a loss in each year of its operations up to 1988, although the 
size of its annual loss fell considerably between 1986 and 1988. In 1989 
the company made a small book profit of $3 million. At 30 June 1989 
Aussat had accumulated losses of $78 million on a tax-effective account- 
ing basis.'° In unadjusted terms the accumulated losses to June 1989 
totalled $103 million, which actually exceeded the issued (and fully 
paid) capital in the company of $100 million.'” 

In the face of high and continuing losses and debts the management of 
Aussat, from 1989, began to accept the need for further capital funding. 
Whereas in September 1988 the company stated that ‘no further 
injections of equity capital are required,’’® 12 months later Graham 
Gosewinckel, Aussat’s Managing Director and Chief Executive, stated 
that ‘Blind Freddy can see we need a capital injection some time in the 
future’.'? In May 1990 the federal government and Telecom Australia 
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Source: Aussat Pty Ltd, Annual! Reports, 1988, 
1990. 

Notes: 

3 Tax-effective accounting introduced from 1986/ 
87. 

> Includes $10 million second-generation man- 
agement fee. 

°Includes $20 million second-generation man- 
agement fee. 

° Tax-effective accounting discontinued in 1989/ 
90. 


?°Aussat, Annual Report, 1990, p 6. 
2"Ibid, p 4. 
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Table 3. Aussat financial summary: 1982-89 (A$ million). 


Operating 

Year to Operating Other Interest profit/ Accumulated 
30 June revenue revenue paid (loss) losses 
1982 - 0.04 - (0.45) 0.45 
1983 = 0.06 0.48 (3.12) 3.57 
1984 = 0.10 0.58 (5.87) 9.44 
1985 = 0.54 1.25 (9.18) 18.62 
1986 26.4 2.28 27.95 (42.60) 61.23 
1987 70.2 3.48 42.21 (34.95) 40.837 
1988 90.3 13.76? 36.06 (10.23) 56.14 
1989 109.3 33.30° 43.97 3.24 78.01 
1990 106.2 41.84 66.14 {21.93} 121.33° 


saw matters in the same light as Gosewinckel (and Blind Freddy) and 
doubled their respective equity contributions by increasing Aussat’s 
issued and paid-up capital to $200 million. Nevertheless Aussat re- 
corded a loss on trading for 1989/90 of almost $22 million, bringing the 
company’s accumulated losses to $121 million. Despite the additional 
$100 million capital injection Aussat’s debts totalled $561 million at 
June 1990.7? 

Aussat’s original goal of repaying its loans by 1992 obviously cannot 
now be achieved without further financial assistance from the govern- 
ment, and the company is incapable of attaining its 1983 stated financial 
objectives. Excluding the accounting sleight of hand in relation to the 
management fee, which had the effect of artificially boosting Aussat’s 
income by $10 million in 1988 and $20 million in 1989, the company has 
still not commenced profitable operations, and even when (if) it does 
move into truc profitability it will not responsibly be able to pay a 
dividend while it has large accumulated losses and borrowings. This was 
recognized by Aussat’s chairman, David Hoare, in September 1990 
when he admitted that ‘[Aussat’s] current level of satellite operations 
and related business plans now make it unlikely that the Company 
under its present restricted charter can realize earlier revenue projec- 
tions and maintain profitable trading’ .*! 

One of Aussat’s major financial difficulties since its incorporation has 
been its high gearing ratio — that is, it has relied for its funding on a high 
proportion of debt relative to equity finance. This has caused it to be 
liable each year for interest payments, a problem which has been 
exacerbated by high interest rates, particularly since 1987. High interest 
payments, in turn, have caused Aussat to raise repeatedly the lease 
charges on its transponders and, in this sense, to pass on its interest costs 
to its customers. The additional $100 million capital injection in 1990 
may have eased, but has clearly not solved, this problem. 

It would be mistaken, however, to lay all of the blame for Aussat’s 
poor financial performance on inadequate equity funding. The major 
financial difficulty for Aussat has been that it has failed to attract the 
number and range of customers it originally expected, and which have 
been required to recover the cost of the first generation of satellites. 
Aussat has operated on the expectation that all of its transponder 
capacity would be fully leased by 1988. This is clear from the following 
statement in the company’s 1986 Annual Report (p 25): 


The majority of the capacity of the first two satellites has been taken up. . . and 
it is anticipated that all available capacity will be utilised during 1986-87. 
Capacity on the third satellite . . . is already partly allocated under customer 
service agreements with the remainder expected to be allocated by 1988. 
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As we have seen, however, the company announced in September 1988 
that only ‘some seventy per cent’ of available capacity had been leased 
to customers. In fact the true level of commercial usage is likely to be 
less than 70% as the five transponders for itinerant and Aussat’s use 
(see Table 2) make a very small revenue contribution and are probably 
substantially underutilized.” With the first generation of satellites in 
dire financial circumstances, what are the prospects for the second 
generation? 


The second generation 


The Al and A2 satellites are expected to exhaust their positioning fuel 
by December 1992 and June 1993, respectively (Table 1). Their 
replacements will need to be in orbit and operational by these dates for 
Aussat to maintain service continuity. Because of the long lead time 
involved in the design and manufacture of satellites (over two years), 
Aussat is now well advanced with the planning of its second generation. 

The planned configuration of the second generation is substantially 
different from that of the first. Aussat has decided on the construction 
of two replacement satellites, Bl and B2 (as compared with three 
satellites in the first generation), both identical to each other in design, 
and larger, more powerful and more complex than the first-generation 
satellites. Each of Bl and B2 is planned to carry fifteen SO W 
transponders (eight of which are to be switchable from Australian to 
trans-Tasman use) and one high-powered 150 W transponder, which is 
intended to support the introduction of domestic mobile satellite 
services within Australia — ‘Mobilesat’. It is estimated that the total 
capacity of the second generation will be 72% greater than that of the 
existing system.*° The second-generation satellites are planned to have 
an operational life of 14 years, almost double that of the first-generation 
satellites.”4 

The successful tenderer for the construction of the second generation, 
announced in June 1988, is the US corporation, Hughes Aircraft, which 
also built the first-generation satellites. The contract to Hughes is in the 
order of $600 million. For its second generation Aussat has pioneered 
the concept of ‘in-orbit’ delivery: in contrast to the traditional method of 
delivery by the manufacturer to the satellite launch pad, Hughes will be 
responsible for launch arrangements and will be required to accept a 
share of the losses resulting from any launch or spacecraft failure. 

Another unusual arrangement provides for the second-generation 
construction to be financed by the Commonwealth Bank of Australia 
through a nominee company, which will purchase the satellite system 
from commencement of construction. On completion of construction 
and launch ownership will remain vested in the nominee company, from 
which Aussat will lease the satellites. During the construction period, 
and until in-orbit operation of the satellites in 1992/93, Aussat will act as 
agent for the nominee company and will manage the construction 
contract.** Aussat will be paid a management fee during construction 
which will be added to the second-generation lease payments after the 
launch.”° 

A potential problem affecting Aussat’s second generation of satellites 
concerns the issue of subscriber-supported television — ‘Pay TV’. In 
September 1986 the Australian government imposed a four-year mora- 
torium on the introduction of Pay TV (other than the Nine Network’s 
Sky Channel), during which time it was to decide its Pay TV policy.?” 
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Although there are a number of possible means by which Pay TV signals 
can be delivered to subscribers the three main technologies examined in 
the Department of Transport and Communications’ 1989 report on Pay 
TV-* were traditional ‘over-the-air’ broadcast television, cable and 
satellite. The Pay TV report compared the relative merits of the 
alternative technologies but made no recommendation. 

The dilemma for Aussat is that until the government officially 
announces its Pay TV policy it is unsure as to whether the second 
generation of satellites will be used for Pay TV. Without a policy 
decision from the government before it had to decide the configuration 
for its second generation, Aussat included a substantial Pay TV capacity 
in its B] and B2 satellites. In fact it seems possible that the high-power, 
large-capacity design for the second generation was largely determined 
in anticipation of a government decision to nominate satellite as the Pay 
TV technology.”” However, in November 1989, following a two-year 
inquiry into the issue, a Parliamentary Committee recommended that 
Pay TV be introduced to Australia, but by the use of cable, not satellite, 
for transmission.“° A decision against Aussat would greatly increase its 
problem of excess capacity, even before the second generation of 
satellites is launched. Conversely, a government decision to distribute 
Pay TV by satellite would provide a much-needed source of revenue for 
Aussat (see below). 


Deregulation and privatization 


The operations of Aussat are governed by the Satellite Communications 
Act 1984 which, among other things, provides that lessees of transpon- 
ders cannot sublet satellite capacity to third parties. This restriction is 
aimed at preventing Aussat customers establishing common-carrier 
paths for the transmission of, especially, voice and data traffic in 
competition with Telecom’s terrestrial communications monopoly. Aus- 
sat transponders can be used, however. to provide ‘private networks’, 
that is, networks used by a group with common interests, such as a state 
government, as is the case with Q-Net in Queensland. 

In the spirit of GBE reform, in May 1988 the federal government 
moved some way to reduce its influence over Aussat’s operations. 
Senator Gareth Evans, then Minister for Transport and Communica- 
tions, announced a series of decisions following the government’s 
review of the operations of the telecommunications GBEs — Aussat, 
Telecom Australia and Overseas Telecommunications Corporation 
(OTC). From May 1988: 


@ the government removed virtually all of its remaining direct controls 
over the day-to-day operations of Aussat; 

@ Aussat was no longer to be required to obtain ministerial approval 
to enter into contracts, or the Treasurer’s approval to the terms and 
conditions of borrowings (although major borrowings, for example 
for satellite replacement, remained subject to the Loan Council 
process); and 

@ previous restrictions on the use of Aussat facilities for the provision 
of ‘value-added services’ were removed. 


In addition, Aussat and the other telecommunications GBEs became 
subject to a new regulatory body, the Australian Telecommunications 
Authority (Austel), which, as one of its functions, was to monitor and 
report on the efficiency of Aussat’s operations.*! 
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Immediately following the March 1990 general election, at which 
Labor was returned to office, the government undertook yet a further 
review of its telecommunications policies and authorities. This review 
provided the basis for a much more radical approach to telecommunica- 
tions in general, and Aussat in particular, than did the May 1988 
statement. 

There were a range of options which had been publicly canvassed for 
some time and which appeared to be available to the newly re-elected 
government. One proposal was to merge Aussat with either Telecom or 
OTC (the operator of Australia’s overseas telecommunications). The 
apparent attraction of this proposal was that both of these GBEs were 
highly profitable and Aussat’s embarrassing losses could be ‘buried’ 
within their accounts. Moreover, either OTC or Telecom would be able 
to provide the capital to finance the second generation of satellites. The 
merger of Aussat, however, was contrary to the government’s policy of 
increased accountability of telecommunications GBEs, under the reg- 
ulation of Austel, and the identification and scrutiny of their cross- 
subsidization practices. A merger with OTC suggested a related option, 
namely the privatization of a merged Aussat/OTC. A third option was 
the full privatization of Aussat which, interestingly, was part of the 
communications policy of the opposition Liberal and National 
coalition.*” 

In November 1990 the Prime Minister, Bob Hawke, and the new 
Minister for Transport and Communications, Kim Beazley, announced 
the government’s plans to reorganize substantially Australia’s telecom- 
munications system. The government had decided upon the merger, not 
of Aussat with either Telecom or OTC, but of Telecom and OTC. 
Competition to the merged Telecom—OTC (‘Megacom’) was to be 
provided by a privatized and liberalized Aussat. Under the new 
duopoly structure for telecommunications the privately owned Aussat 
is to become the second carrier, to be given full rights of access to all 
domestic and international markets, and to be granted a licence to 
provide mobile telephone services in competition with Telecom—OTC. 
The new owner of Aussat will be required to provide capacity for 
remote commercial television, the ABC’s HACBSS service and, signifi- 
cantly, Pay TV. Although there has been no official announcement, this 
last provision strongly suggests that the government has decided to 
nominate satellite as the transmission mechanism for Pay TV. 


Conclusions 


For almost a decade, from its incorporation in 1981 until 1990, Aussat 
confidently and consistently predicted the earning of profits, the eli- 
mination of its debt and the payment of annual dividends. It has also 
made strong claims regarding the future level of demand for the new 
satellite services which will be facilitated by the high-powered 150 W 
transponders on the B1 and B2 satellites. In the optimistic words of 
Aussat’s managing director, Graham Gosewinckel: ‘As far as Aussat is 
concerned the outlook is good. We are concentrating more than ever on 
services most suited to satellite. For example, the mobile services for the 
next generation providing communications with trucks, ships, planes 
and trains.”* 

Misplaced optimism, however, can lead to costly investment deci- 
sions. It is worthwhile quoting at some length the observation of one 
industry commentator: 
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Today, Australia has a three-satellite network providing 45 transponders of 
potential capacity being primarily used for television. Little other traffic is 
carried apart from some State government private traffic and a few limited 
commercial applications. 

The industry which was supposed to have sprung up around Aussat unfor- 
tunately has not, and most companies in the commercial sector have retreated 
and left those hardy few who either have strong niches or a general industry 
presence... 

As a viable competitor to terrestrial services in the point-to-point television or 
telecommunications market, satellite is a poor relation which most Australian 
corporations have not rushed . . . 

It has seemed, for many years, that the fledgling industry has traded on the 
future and when the future came close, new futures were added and the 
deliverables of the past melted away. 


The full story of Aussat’s performance, however, is not disclosed in its 
level of leased capacity or in its financial accounts, which were examined 
above. One of the original benefits promised by the early proponents of 
the satellite system was the provision of telephone services to the 
relatively few people living in small and isolated communities beyond 
the reach of Telecom’s terrestrial network. Nevertheless, nothing has so 
far eventuated from Aussat’s remote telephony proposal, which was to 
provide a telephone service by satellite for these communities. 

Another argument advanced in favour of the satellite, before the 
decision was made to establish the system, was its ability to facilitate the 
transmission of commercial television broadcasts across the continent. 
Four Remote Commercial Television Service (RCTS) licences were 
issued during 1985 and 1986, but doubts soon arose concerning their 
financial viability. The licence for the south-eastern zone was surren- 
dered in October 1987, before that part of the service commenced 
operation, and remains unallocated. The three other RCTS services are 
in operation, but each relies on a substantial state or federal government 
subsidy to remain solvent.** There is a case for adding these subsidies to 
the accumulated losses of Aussat to ascertain the true public cost of the 
satellite project. 

The poor financial performance of the Aussat system is not entirely 
unexpected. A 1977 study by Telecom concluded that a national satellite 
system could not be economically justified;*° and the representatives 
from the federal Department of Finance and the Department of the 
Prime Minister and Cabinet, on the two inquiries preceding the 
government’s decision to proceed with the satellite project, issued 
dissenting statements on two occasions claiming that they were not 
satisfied that the benefits of the proposed system would outweigh the 
costs.*’? Even the Minister of Posts and Telecommunications in the 
Fraser government, Tony Staley, who championed the establishment of 
Aussat, seemed to have some apprehension at the time concerning its 
financial viability. When discussing the cost of the satellite he said: ‘We 
have not made the decision to go satellite because the satellite is cost 
effective . . . we are going satellite for social policy reasons.’** Indeed, 
the experience of most other countries with domestic satellite systems — 
including Telesat in Canada, Brasilsat, the Middle Eastern Arabsat and 
Mexico’s (appropriately named) Morelos — is one of substantial over- 
capacity and government subsidization.*” 

It can be perfectly acceptable, of course, for a public enterprise to 
impose net costs on government revenues if the social benefits derived 
outweigh the costs. Nonetheless, this is a quite separate issue from the 
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reality of the Australian Aussat project in which public funds have been 
invested on the basis of the stated objectives of recovering costs, earning 
profits, redeeming borrowings and paying dividends, none of which has 
so far been achieved. 

A major factor affecting the medium- to long-term future of the 
privatized Aussat is the demand for satellite capacity in Australia and 
the near region. To the extent that satellite demand will depend upon 
competition between terrestrial and satellite systems current indications 
seem to favour the terrestrial network. The new technology of fibre 
optics now being installed in Telecom Australia’s terrestrial system is far 
superior to the copper cables which it is replacing, and is most suitable 
for high-density telecommunication transmissions. Even Aussat has 
conceded that in the long run fibre optics may be a more suitable 
technology than satellite, at least in relation to Pay TV: 


. . . Aussat’s proposition is that selection of the distribution technology for Pay 
TV should be primarily a market place decision. Projecting into the long term, 
the very high capacity available in optic fibre cable systems . . . suggests that the 
ultimate solution could lie in a full optic fibre network.*” 


Each year since the commencement of satellite operations Aussat has 
increased its leasing rates to customers. In fact, relatively low initial 
prices were part of Aussat’s market entry strategy, with all financial 
planning based upon a 10% annual increase in the price to customers of 
leasing transponders.*! Continuing high interest rates have dissuaded 
Aussat from deviating from this policy. At the same time the prices for 
many of the competitive services provided by Telecom’s terrestrial 
network are falling in real terms. For telecommunication users with a 
choice between the two carriers, therefore, Telecom is tending to be the 
more attractive alternative. 

The lesson to be learned from Aussat’s nine years of experience and 
$121 million accumulated losses is that the first generation of Aussat 
satellites comprises technology which is largely unsuitable for Austra- 
lia’s telecommunication needs. The complete termination of satellite 
services in Australia is probably not desirable, however, as the mainte- 
nance of certain satellite transmissions, to small and isolated communi- 
ties in particular, enjoys widespread public acceptance, even at some 
claim upon taxpayers’ funds. Besides, the total curtailment of satellite 
services would incur substantial political costs because it would im- 
mediately make worthless the extensive, and expensive, transmission 
and reception equipment purchased by the many satellite users in both 
rural and urban areas. 

Prior to the government’s announcement to reorganize the structure 
of telecommunications in Australia the plans for the second generation 
of satellites seemed likely to increase Aussat’s problems, and _ its 
potential losses. At that stage the government could have responded by 
considering a significant scaling down of its commitment to satellite 
communications, for example by reducing the number and/or power of 
the transponders planned for the second generation of satellites. The 
cost of their construction, launch and operation could thus have been 
reduced, and their functions confined to providing services that the 
government considered essential.** The ‘Rolls Royce’ system involved 
in the first and second generations of Aussat satellites could thus have 
been replaced by a ‘Volkswagen’ system — one that adequately per- 
formed the required tasks, but at a much lower cost. 
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Unfortunately this opportunity has been lost by the government’s 
requirement that the privatized Aussat is to provide a minimum range of 
services. These include Pay TV, which Aussat itself has admitted may 
eventually best be provided by fibre optics, and which a Parliamentary 
Committee has recommended should be transmitted by terrestrial 
means. It is difficult to avoid the conclusion that the government’s 
requirement for Aussat to provide capacity for Pay TV was influenced 
by the desire to boost the company’s revenues and to make it a more 
attractive investment proposition for prospective shareholders. If the 
Australian government gets into the business of supporting the domestic 
satellite system by regulating transponder usage and by artificially 
generating revenue for the company its problems with Aussat may be 
only just beginning. 
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